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1 lowest cost alternatives available to fund the capital requirements of the Company, which

2 result from the Company's annual capital expenditures and its current debt maturities.

3 Q. Please provide an explanation of the purpose of the proposed financings.

4 A. The purpose of the financing is to fund the cost to install approximately 6,1001inear feet

5 ("LF") of 36" diameter raw water main from the existing raw water transmission main at

6 Al Paul Lane in Merrimack, NH, to the existing Harris Dam 72" diameter penstock,

7 which feeds raw water into the Company's Water Treatment Plant (hereinafter referred to

8 as the "Project"). The testimony of the Company's Chief Engineer, John Boisvert,

9 included with the Company's filing, provides the details regarding the scope and need for

10 the proposed Project.

11 Q. Please describe the overall financing plan for the capital improvements.

12 A. The estimated cost of installing the approximately 6,100 LF of raw water main is

13 $3,500,000. Substantially all of the funding for this Project is anticipated to be provided

14 by the proceeds of loan funds issued by the New Hampshire Department of

15 Environmental Services ("NHDES") through the Drinking Water State Revolving Loan

16 Fund ("SRF"). In the event that the loan amount authorized by NHDES is not sufficient

17 to completely fund the cost of the Project, the balance, if any, will be funded from a mix

18 of PWW's internal cash flow from operations and/or advances to PWW from Pennichuck

19 Corporation's short term line of credit. PWW seeks approval in this docket to borrow up

20 to an aggregate principal amount of $3,500,000 from the SRF in the form of one new

21 SRF loan. The actual borrowing amount will be based on the costs of construction that

22 the Company incurs. The use of the low cost funds available through the SRF will lower

23 the overall cost of financing needed to complete the construction of the water main



1 installation, when compared to other possible sources of financing for these projects,

2 including usage of funds available as advances to PWW from Pennichuck's short term

3 line of credit.

4 Q. Please describe the loan that will comprise the SRF financing for this Project.

5 A. The loan to finance the Merrimack River Raw Water Main project will be in the principal

6 amount of $3,500,000. This loan will be evidenced by a promissory note.

7 Q. What are the terms of the proposed SRF financings?

8 A. The SRF provides public and private water systems the opportunity to borrow funds to

9 fund the construction of qualified projects at interest rates that are typically lower than

10 market rates of commercial financing. The following terms will be available for this

11 loan. Amounts advanced to PWW during construction will accrue interest at a rate of 1%

12 per annum, and the total accrued interest will be due upon substantial completion of the

13 project. The terms of the SRF loan require repayment of the loan principal plus interest

14 over atwenty-year period commencing six months after the project is substantially

15 complete. The current interest rate on SRF borrowings is 3.168% per annum, although

16 the actual rate will be based on the current rates available at the time the loan is closed.

17 See Attachment A, DES loan charge rates. The loan will be unsecured and the

18 Company's Parent company will provide an unsecured corporate guarantee for the

19 repayment of the loan. Copies of the loan documents will be submitted to the

20 Commission once they have been finalized and executed.

21 Q. What are the estimated issuance costs for these loans?

22 A. The anticipated issuance costs total $10,000, and relate primarily to legal costs which will

23 be incurred to (i) review and revise the necessary loan documentation prepared by SRF,

3



1 and (ii) obtain Commission approval of the loans. The issuance costs will and amortized

2 over the life of the SRF loan. The annual amortization expense of $500, associated with

3 the issuance costs, has not been reflected in Schedules LDG-2 through 3 due to its

4 immateriality with respect to the overall analysis and impact of this proposed financing.

5 Q. Please explain Schedule LDG-1, entitled "Balance Sheet for the Eleven Months

6 Ended November 30, 2014".

7 A. Schedule LDG-1, pages 1 and 2, presents the actual financial position of the Company as

8 of November 30, 2014 and the pro forma financial position reflecting certain adjustments

9 pertaining to the SRF proposed financing.

10 Q. Please explain the pro forma adjustments on Schedule LDG-1.

11 A. Schedule LDG-1, page 1, reflects the pro forma adjustments to record the net assets

12 related to the installation of the raw water main in the amount of $3,500,000, and to

13 record a full year of depreciation of $38,500. Schedule LDG-1, page 2, establishes the

14 total SRF loan of $3,500,000, and reflects the income impact on retained earnings related

15 to costs associated with the financing, as reflected on Schedule LDG-2. Schedule LDG-

16 1, page 2, also records the use of a small amount of intercompany funds to support some

17 of the related expenses.

18 Q. Mr. Goodhue, please explain Schedule LDG-2 entitled "Operating Income

19 Statement for the Eleven Months Ended November 30, 2014".

20 A. As indicated previously, the issuance costs associated with the financing are not expected

21 to be significant and are not reflected in Schedule LDG-2, page 1. Schedule LDG-2,

22 page 1, presents the pro forma impact of this financing on the Company's income

23 statement for the eleven month period ended November 30, 2014.








